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FOR NAC AGENCIES 

E.O. 11652: ADS, DECLAS 3/8/77 
TAGS: EAID, EFIN 

SUBJECT: ADB APPROVES $15.0 MILLION LOAN FOR IRRIGATION PROJECT 
IN PHILIPPINES 

REE: (A) MANILA 18354, (B) TRSY 76-144, (C) MANILA 18521 

1. ADB BOARD OF DIRECTORS ON DEC 7 APPROVED $15.0 MILLION 
LOAN FROM ORDINARY CAPITAL RESOURCES FOR SECOND DAVAO DEL 
NORTE IRRIGATION PROJECT IN PHILIPPINES. 

2. INDIAN ALTERNATE DIRECTOR QUESTIONED LACK OF ASSURANCES 
AS TOPROGRESS OF LAND REFORM IN PROJECT AREA. STAFF 
RESPONDED THAT THEY FELT THEY HAD A FIRM COMMITMENT FROM 
PHILIPPINE GOVT TO MEET LAND REFORM GOALS IN ACCORDANCE 
WITH NATIONAL PROGRAM BY A DATE STATED IN APPRAISAL 
REPORT (P65). 

3. KOREAN DIRECTOR ASKED IF CONSIDERATION HAD BEEN 
GIVEN TO FINANCING PORTION OF LOCAL CURRENCY COSTS IN VIEW 
OF FACT THAT FOREX FINANCING, ENTIRELY BORNE BY BANK, 
ACCOUNTED FOR ONLY 37 PERCENT OF TOTAL PROJECT COST. 
AUSTRALIAN DIRECTOR, EOLLOIWNG, ASKED IF THIS HAD BEEN 
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REQUESTED BY PHILIPPINE GOVT AND, ALSO, WHETHER CONSIDERA- 
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TION HAD BEEN GIVEN TO SPECIAL FUND FINANCING OF A PORTION 
OF PROJECT. STAFF RESPONDED: (A) AMOUNT OF BANK FINANCING 
LIMITED BY CONSDERATION OE OVERALL PHILIPPINE COUNTRY 
PROGRAM AND, IN PARTICULAR, FORTHCOMING $52.0 MILLION 
MINDANAO POWER PROJECT: (B) EINANCING LIMIT OBVIATED 
QUESTION OF LOCAL CURRENCY FINANCING, WHICH GOVT HAD 
REQUESTED; (C) SPECIAL FUND USE RULED OUT OWING TO LIMITED 
REMAINING SE AVAILABILITIES AND TO BANK POLICY (AT LEAST 
AT THAT TIME) REGARDING SF USES EOR PHILIPPINES. 

4. INDIAN ALTERNATE DIRECTOR QUESTIONED "GENEROUS" 

ESTIMATES OE EQUIPMENT COSTS WHICH HE EELT MIGHT TEMPT 
HIGHER BIDS BY CONTRACTORS. HE ASCRIBED BANK TRACTIVE IN 
THIS REGARD TO GENERAL FEAR OF COST OVERRUNS AND SPECIE- 
ICALLY CRITICIZED U.S. AND U.K. POLICY OF POSING BANK 
FINANCING OF OVERRUNS. STAFF EFECTIVELY DEFENDED ITS 
COSTING POLICIES, POINTING OUT INTER ALIA THAT IF COST 
ESCALATION AND CONTINGENCIES NOT ALLOWED FOR ON INDIVIDUAL 
PROJECTS THEY WOULD HAVE TO BE ALLOWED FOR ELSEWHERE ON 
BANK'S BOOKS. U.S. DIRECTOR NOTED THAT U.S. HAD IN EACT 
APPROVED COST OVERRUN FINANCING WHERE INFLATION WAS ENTIRELY 
OF FOREIGN ORIGIN AND PROJECT WAS NOT DELAYED OR RESTRICTED 
BY DOMESTIC FACTORS. SULLIVAN 
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